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Economic  Trends  in  Liberated  Europe 

BY  BRUNO  FOA.  Dr.  Foa  has  been  associated  in  the  past  few  years  with  the  Office  of  the  Co¬ 
ordinator  of  Inter-American  Affairs  and  with  the  Board  of  Governors  of  the 
Federal  Reserve  System.  He  is  now  engaged  in  European  rehabilitation  work. 


THE  present  situation  of  the  liberated  countries 
of  Europe  is  governed,  to  an  overwhelming  extent, 
by  facts  and  realities  from  which  there  is  no  es¬ 
cape.  These  facts  are  hunger,  unemployment,  eco¬ 
nomic  dislocation  of  unprecedented  scope,  and 
destruction  and  damage  on  an  appalling  scale.  In 
very  much  the  way  that  military  critics  and  gen¬ 
erals  interpreted  the  opening  phases  of  the  Euro¬ 
pean  war  in  terms  of  the  experiences  and  lessons 
of  the  last  war,  many  contemporary  observers  and 
statesmen  turn  to  the  precedents  of  1919-23  for 
guidance  in  the  post-war  period.  This  is  inevitable, 
and  to  some  extent  legitimate. 

Yet  it  is  already  clear  that  the  economic  and 
social  disturbances  which  followed  the  last  war 
were  child’s  play  in  comparison  with  the  crisis 
Europe  is  now  facing.  Among  other  things,  people 
at  that  time  were  striving  to  restore  a  state  of 
“normalcy”  approximating  as  far  as  possible  the 
golden  age  that  preceded  the  war.  Today  there  is 
no  norm  to  which  Europe  can  return.  For  it 
should  by  now  be  clear  to  every  one  that  the  con¬ 
tinent  is  in  the  throes  of  a  long  and  exceptionally 
painful  period  of  structural  changes.  Moreover, 
the  experiences  of  this  war,  and  of  the  new  dark 
age  which  began  on  January  30,  1933,  have  de¬ 
stroyed  old  frames  of  references  and  created  condi¬ 
tions  favorable  to  nihilism  and  despair. 

The  lights  which  Sir  Edward  Grey  saw  dimming 
all  over  Europe  in  the  fateful  August  of  1914,  and 
which  went  out  once  more  twenty-five  years  later, 
are  being  rekindled  over  a  desolate  landscape  of 
death  and  ruins.  The  living  skeletons  who  are 
emerging  from  German  concentration  camps,  and 
the  millions  of  “displaced  persons”  to  whom  lib¬ 
eration  means  rescue  from  certain  death  but  holds 
no  promise  of  real  life  and  happiness,  symbolize 
the  depths  to  which  Europe  has  fallen. 

The  fact  that  the  political  map  of  Europe  ex- 

I.  Because  of  lack  of  adequate  information  on  recent  develop¬ 
ments  in  eastern  and  southeastern  Europe,  this  Report  deals 
mainly  with  events  in  northern,  western  and  Mediterranean 
Europe. 


hibits,  by  and  large,  the  familiar  contours  of  1937^ 
and  the  occupied  countries  are  again  free,  does  not 
mean  that  Europe  is  back  to  1937  or  on  its  way 
toward  restoration  of  the  status  quo.  For  no  con¬ 
tinent  can  go  through  a  tragedy  such  as  that  of 
the  past  eight  or  ten  years  and  emerge  the  same. 
Even  if  the  physical  ravages  and  devastation  of 
this  war  could  be  made  good  overnight,  Europe 
would  be  morally,  economically,  politically,  and 
socially  something  quite  different.  This  is  why  the 
term  “reconstruction,”  now  widely  used,  is  so  in¬ 
adequate  and  misleading — for  there  is  little  room 
in  Europe  for  mere  reconstruction.  Europe  must 
experience  a  new  birth  of  life  or  it  is  doomed — and 
its  doom  would  bring  down  to  destruction  the 
whole  Western  world. 

Under  the  circumstances,  a  “relief”  approach  to 
the  economic  and  other  problems  of  Europe  is 
wholly  inadequate.  For  it  assumes  that,  after  a 
phase  of  transition  in  which  the  continent  would 
rely  on  relief  and  charity,  it  would  be  able  to  re¬ 
turn  to  normalcy — to  ordinary  trade  and  private 
commercial  intercourse.  This,  to  a  large  extent  is 
a  delusion,  for  relief,  loans  and  other  customary 
methods  will  not  put  Europe  on  its  feet.  The 
wounds  in  the  European  economic  structure  are 
too  deep  and,  great  as  are  the  recuperative  powers 
of  a  modern  economy,  there  is  no  guarantee  that 
these  will  suffice  to  assure  the  continent’s  recovery. 
New  methods,  machinery  and  policies  are  required. 

There  is  much  that  the  peoples  of  Europe  can 
do  to  help  themselves  in  the  present  predicament, 
but  they  can  ultimately  accomplish  little  except 
with  reference  to  the  policies  of  the  United  Na¬ 
tions,  and  particularly  of  the  United  States.  Future 
economic  and  financial  trends  on  the  continent  will 
be  shaped  to  a  considerable  extent  in  the  supreme 
councils  of  the  United  Nations  and  here  in  this 
country.  The  United  States  must  be  concerned 
with  post-war  Europe — not  in  a  spirit  of  prodigal¬ 
ity  or  generosity,  but  to  defend  itself  against  the 
threats  to  peace  and  security  which  are  bound  to 
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rise  over  and  over  again  if  Europe,  as  well  as  the 
rest  of  the  world,  does  not  enjoy  a  minimum  of 
stability  and  economic  opportunity. 

economic  consequences  of  war 

It  is  unnecessary  to  dwell  on  the  dreary  cata¬ 
logue  of  the  economic  consequences  of  war  for  the 
liberated  countries  of  Europe.  There  have  been 
the  effects  of  actual  war  damage  and  destruction. 
There  have  been  the  effects  of  the  ruthless  econ¬ 
omy  of  spoliation  and  slavery  enforced  by  the 
Germans.  There  have  been  the  effects  of  libera¬ 
tion,  which  has  brought,  together  with  the  end  of 
the  Nazi  nightmare,  dislocation  and  difficulties  of 
its  own.  Finally,  there  is  the  appalling  legacy  of  all 
these  combined  effects  on  the  basic  structure  of 
each  country — the  impact  of  which  will  be  felt  for 
many  years,  and  perhaps  generations. 

WAR  DAMAGE  AND  DESTRUCTION 

The  physical  destruction  wrought  by  this  war 
is  beyond  description.  It  is  reported  that  in  France 
over  a  million  buildings  have  been  destroyed  or 
badly  damaged,  a  number  considerably  in  excess 
of  the  damage  produced  in  World  War  I.  In 
France  thousands  of  bridges  have  also  been  de¬ 
molished.  Railroad  equipment,  both  fixed  installa¬ 
tions  and  rolling  stock,  has  suffered  great  destruc¬ 
tion  and  depletion.  Practically  all  major  French 
ports  have  been  either  destroyed  or  badly  dam¬ 
aged.  Italy  has  suffered  perhaps  even  more — count¬ 
less  cities,  towns  and  villages  from  Salerno  to  Bo¬ 
logna  are  heaps  of  ruins;  extensive  damage  has 
been  wreaked  on  such  great  cities  as  Milan,  Genoa, 
Naples  and  Turin.  Bridges  and  railroad  lines  were 
sabotaged  by  the  Germans  in  the  course  of  their 
slow  retreat  across  the  Italian  peninsula.  First 
reports  from  liberated  Holland,  although  less 
catastrophic  than  expected,  are  grim.^  As  to  east¬ 
ern  Europe  and  the  Balkans,  the  tale  of  destruc¬ 
tion  due  to  actual  fighting,  guerrilla  warfare  and 
enemy  ruthlessness  is  now  generally  familiar. 

Some  aspects  of  the  picture,  however,  are  not 
quite  so  dark.  The  resources  of  the  dairy  and  tim¬ 
ber  economy  of  Norway  do  not  appear  to  have 
suffered  much,  and  Denmark  is  in  good  shape 
and  even  has  surplus  stocks  of  bacon  and  dairy 
products.^*  Belgium  suffered  far  less  physical  dam¬ 
age  than  was  anticipated,  and  its  industrial  poten¬ 
tial  has  survived  intact.  Most  of  the  basic  industrial 
assets  of  France,  including  the  coal  and  iron  mines 
of  the  north  and  northeast,  have  been  recovered  in 
good  condition.  The  same  applies  to  a  majority  of 
the  plants  in  the  Paris  industrial  belt,  the  textile 

2.  See  New  Yorl(  Times,  May  31,  1945. 

2a.  Ihid.,  June  6,  1945. 


industries  of  Lille  and  Roubaix,  and  the  great 
electric  power  works  and  plants.  In  Italy,  the  vital 
industries  of  the  north  and  the  great  networks  of 
electric  stations  have  been  regained  almost  intact,^ 
but  industrial  destruction  in  central  and  southern 
Italy  has  been  heavy. 

It  can  be  confidently  predicted  that,  in  some 
areas  at  least,  reconstruction  will  be  carried  on 
with  vigor  and  speed.  This  was  the  case  after 
World  War  I,  although  it  must  be  noted  that 
the  damage  caused  by  World  War  II  is  far  in 
excess  of  anything  previously  experienced.  Among 
other  things  destruction  of  railroad  lines  and 
equipment  has  been  incomparably  heavier,  and 
their  rebuilding  will  require  massive  imports  of 
expensive  and  specialized  equipment  and  ma¬ 
terials.  Reconstruction  of  permanent  port  installa¬ 
tions  in  places  like  Antwerp,  Rotterdam,  Bordeaux, 
Marseilles,  Genoa  and  Naples  will  entail  enormous 
cost  and  effort.  True,  the  tremendous  task  of  physi¬ 
cal  reconstruction  will  be  of  considerable  help  in 
creating  employment.  This  will  prove  possible, 
however,  only  if  the  liberated  countries  can  im¬ 
port  foodstuffs  to  sustain  the  working  population 
until  farm  production  is  restored  to  normal,  and 
can  secure  large-scale  imports  of  capital  goods  and 
machinery  over  a  number  of  years. 

IMPACT  ON  HUMAN  POTENTIAL 

The  war  and  German  occupation  have  had  an 
incalculable  impact  on  the  human  potential  of  the 
subjugated  lands  of  Europe.  German  policies  have 
followed  a  single  criminal  pattern — a  slave  Europe 
ruled  by  the  Herrenvolf{.  These  policies  have  been 
implemented  in  varying  ways  and  degrees  in  the 
different  countries.  Extermination  was  applied 
against  the  Jews  of  all  occupied  territories,  and 
millions  of  Poles,  Russians  and  other  peoples  of 
eastern  Europe  were  murdered.  By  holding  in 
bondage  over  two  and  a  half  million  young  French¬ 
men  for  five  years,  the  Germans  struck  a  heavy 
blow  at  France’s  birth  rate.  Outright  starvation 
killed  hundreds  of  thousands,  and  indeed  millions, 
in  Greece,  Poland  and  the  Balkans.  In  most  oc¬ 
cupied  countries  malnutrition,  tuberculosis  and  a 
high  rate  of  infant  mortality  have  sapped  the  hu¬ 
man  potential.  All  this  is  bound  to  have  lasting 
effects  not  only  on  population  statistics  but  also 
on  the  vitality,  the  physical  and  mental  balance, 
and  the  productivity  of  at  least  two  generations. 

GERMAN  DEPREDATION 

German  depredation  varied  in  degree  and  meth¬ 
ods  in  different  countries,  but  was  uniformly  far- 

3.  Ibid.,  May  29,  1945.  It  is  cstimatcti  that  85  f)er  cent  of  the 
industrial  potential  of  northern  Italy  is  safe. 
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reaching.  In  Poland  and  Russia  it  took  the  form 
of  outright  robbery,  confiscation,  and  the  dis¬ 
mantlement  and  removal  to  Germany  of  industrial 
and  productive  assets.  In  Czechoslovakia  the  own¬ 
ership  of  most  basic  industries  was  transferred  to 
German  hands,  and  Germans  penetrated  into  prac¬ 
tically  the  entire  economic  life  of  the  country.'*  In 
Italy  depredation  and  destruction  of  foodstuffs, 
cattle,  etc.,  were  extensive.'*  In  western  and  north¬ 
ern  Europe  spoliation  was  thinly  clothed  under 
financial  and  other  manipulations,  which  deceived 
no  one.  Among  these  manipulations  a  special  place 
belongs  to  occupation  costs  and  blocked  clearing- 
balances. 

Heavy  occupation  costs  and  other  equivalent 
contributions  were  levied  on  France,  Belgium, 
Holland,  Czechoslovakia,  Norway  and  Poland. 
The  most  significant  case  in  point  w.as  that  of 
France,  wlhch  paid  to  Germany  for  occupation 
costs  400  million  francs  a  day  from  June  1940  to 
May  1941,  300  million  francs  a  day  from  May  1941 
to  November  1942,  and  500  million  francs  a  day 
from  November  1942  to  the  end  of  August  1944, 
when  liberation  came.  Altogether — including  clear¬ 
ing  advances  and  other  contributions — France  paid 
the  enormous  sum  of  860  billion  francs — the  equiv¬ 
alent  of  more  than  $17  billion.  The  amounts  levied 
by  Germany  on  other  countries,  although  lower, 
were  proportionately  even  heavier.’®  Blocked  clear¬ 
ing-balances  were  claims  of  the  occupied  countries 
on  a  Berlin  institution  known  as  the  Deutsche 
Verrechnungshasse ,  which  acted  as  a  clearinghouse 
throughout  the  war  for  continental  European  trade. 

It  is  estimated  that  the  contributions  levied  by 
Germany,  in  one  form  or  another,  on  occupied 
Europe  up  to  the  time  of  liberation  exceed  the 
stupendous  figure  of  120  billion  RM.^  These  claims 
stand  now  against  Germany,  and  it  remains  to  be 
seen  how  far  they  will  be  pressed  and  in  what  way 
they  will  be  related  to  reparations.  In  any  case,  the 
damaging  effects  of  these  tributes,  in  terms  of  in¬ 
flation  and  public  finance,  are  irreparable. 

IMPACT  OF  LIBERATION 

Liberation,  while  restoring  the  immeasurable 

4.  Antonin  Easch,  Industrial  Property  in  Europe  (New  York. 
Committee  on  Industrial  Economic  Policy,  1944),  p.  9;  Raphael 
Lcmkin,  Axis  Rule  in  Occupied  Europe  (Washington,  Carnegie 
Endowment  for  International  Peace,  1944). 

5.  See  Christian  Science  Monitor,  May  12,  1945. 

5a.  Belgium  had  to  pay  contributions  totaling  140  billion  Bel¬ 
gian  francs.  This  rcprescntetl  about  44  per  cent  of  estimated 
current  national  production,  as  compared  with  31  per  cent  for 
France. 

6.  Thirteenth  Annual  Report  of  the  Bank^  for  International 
Settlements,  1942-4^  (Basel).  Up-to-date  estimates  have  been 
made  recently  by  Dr.  Paul  Hcrmberg. 


privileges  of  personal  security  and  freedom,  along 
with  a  number  of  such  significant  material  bene¬ 
fits  as  the  end  of  occupation  costs,  worsened  the 
short-term  situation  of  most  of  the  freed  areas. 
F'or  one  thing.  Allied  bombings  brought  rail  trans¬ 
portation  virtually  to  a  standstill  in  the  months  be¬ 
fore  liberation.  Then,  too,  industrial  production, 
which  because  it  was  linked  with  the  German  war 
machine  had  been  furnished  a  minimum  of  ma¬ 
terials  and  supplies,  came  to  a  halt — with  result¬ 
ing  dislocation  and  unemployment.  Purchases  of 
the  Allied  military  commands  and  troop  exjyendi- 
tures  depleted  in  some  areas  (Italy,  Belgium’)  the 
stocks  of  goods  which  were  available,  and  intensi¬ 
fied  the  great  shortage  of  commodities.  Moreover, 
for  reasons  now  generally  familiar,  the  Allies  have 
so  far  been  unable  to  import  more  than  a  trickle 
of  foodstuffs  and  other  relief  goods  into  the  lib¬ 
erated  countries. 

This  is  not  the  place  for  a  discussion  of  Europe’s 
relief  problems,  or  the  reasons  why  the  promises 
so  freely  given  by  the  Allies  before  the  landings 
on  the  continent  have  not  been  implemented  on 
an  adequate  scale.  It  must  be  said,  however,  that 
the  contrast  between  promises  and  standards  of 
performance  has  created  deep  disillusionment 
among  the  peoples  of  Europe,  and  intensified 
doubts  and  suspicions  as  to  the  extent  to  which 
they  can  count  on  American  help  after  the  war.® 

hunger:  legacy  of  war 

With  few  exceptions,  liberated  Europe  is  starv¬ 
ing  or  semi-starving.  The  situation  is  worse  in 
Greece,  Yugoslavia  and  Poland,  but  also  disastrous 
in  Italy,  France — with  the  exception  of  a  few  well- 
stocked  rural  districts  such  as  Normandy — Bel¬ 
gium  and  Holland.  The  average  caloric  intake  of 
people  in  Greece,  France  and  Italy  is  far  below  the 
minimum  subsistence  level.  Death  rates  have  risen 
to  exceptionally  high  levels,  in  particular  infant 
mortality,  which  in  France  and  Italy  is  said  to 
exceed  50  per  cent.  Even  those  who  escape  outright 
starvation  are  suffering  from  the  effects  of  an  un¬ 
balanced  diet  and  deficiencies  in  fats,  iron,  calcium 
and  vitamins.^ 

How  long  this  distressing  situation  will  continue 
remains  to  be  seen.  It  is  hoped  that  V-E  Day  has 

7.  See  New  \orl(  Herald  Tribune,  April  19,  1944. 

8.  The  interest  taken  by  President  Truman  in  Europe’s  food 
problems  may  be  expected  to  herald  new  and  more  vigorous 
relief  policies.  The  British  government,  for  its  part,  has  sum¬ 
moned  a  nine-jxiwer  conference  to  discuss  the  EkkI  crisis. 
New  Yorl(  Times,  June  7,  1945. 

9.  For  a  sober  and  condensed  statement  of  the  European  situa¬ 
tion  in  this  as  in  other  respects,  sec  summary  of  Judge  Rosen- 
man's  Report,  released  by  the  White  House  on  April  30,  1945. 
New  York,  Times,  May  i,  1945. 
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released  some  shipping  for  civilian  supplies  to 
Europe,  and  harvests  this  summer  should  be  closer 
to  normal  than  in  the  past  few  years.  But  until 
and  unless  the  transportation  system  is  drastically 
improved,  it  is  difficult  to  see  how  the  situation  can 
be  normalized.  In  some  areas,  conditions  will  be¬ 
come  even  worse  before  they  get  better,  and  the 
winter  of  1945-46  will  be  a  cold  and  hungry  one 
throughout  liberated  Europe. 

COAL  AND  TRANSPORTATION 

Everywhere  in  liberated  western  Europe  coal 
and  transportation  are  pressing  problems  of  the 
day,  on  which  almost  everything  else  depends.  For 
the  food  situation  should  improve  considerably  as 
soon  as  a  satisfactory  minimum  of  rail  and  truck 
transportation  is  physically  restored  or  made  avail¬ 
able  by  the  Allied  military  authorities — a  develop¬ 
ment  which  is  now  expected,  in  view  of  the  end 
of  the  war  in  Europe.  The  same  applies  to  the  fuel 
situation,  since  the  great  coal  shortage  of  the  pres¬ 
ent  time  is  due  to  a  large  extent — although  not 
entirely — to  the  transportation  problem. 

PRICES,  WAGES,  AND  BLACK  MARKETS 

In  western  and  northern  Europe,  during  most 
of  the  German  occupation,  the  price  and  rationing 
situation  remained  outwardly  under  control.  Ra¬ 
tions  were  short  and  confined  to  essentials,  but  in 
general  they  were  distributed.  Official  indexes  reg¬ 
istered  price  increases  from  50  to  100  per  cent 
which,  although  substantial,  were  by  no  means 
inordinate.  Wages  remained  at  depressed  levels, 
with  increases  of  only  20  to  25  per  cent  over  1939.'“ 
This  situation,  however,  was  to  a  large  and  grow¬ 
ing  extent  artificial.  For  one  after  another,  all  com¬ 
modities  disappeared  from  the  legitimate  market, 
with  the  exception  of  limited  quantities  of  bread 
distributed  through  official  rations.  Black  markets — 
or,  as  it  is  perhaps  better  to  say,  uncontrolled  mar¬ 
kets — spread  everywhere.  In  some  countries,  such 
as  France  and  especially  Belgium,  it  was  consid¬ 
ered  patriotic  to  deal  in  the  black  market,"  and 
black  markets  developed  even  in  industrial  wages. 
Toward  the  end  of  the  war,  transportation  diffi¬ 
culties,  as  well  as  the  gradual  breakdown  of  ad¬ 
ministrative  and  other  controls,  split  each  country 
more  and  more  into  islands  of  “closed  economy” 
having  only  a  minimum  of  relations  with  the  rest 
of  the  world. 

As  soon  as  Allied  armies  landed  on  the  continent, 
it  became  apparent  at  once  that — as  many,  although 

10.  See  League  (if  Nations,  Monthly  Bulletins  of  Statistics 
(Princeton,  N.  J.). 

11.  The  rationale  behind  the  black  markets  was  that  they 
withheld  food  and  other  comiiKxlities  from  the  Germans. 
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by  no  means  all,  outside  observers  already  sus¬ 
pected — the  official  price  structure  of  the  various 
countries  was  a  facade,  and  the  pre-war  price  sys¬ 
tem  had  entirely  disintegrated.  Europe  was,  from 
one  end  to  the  other,  a  single,  giant  black  market;" 
or,  more  accurately,  was  split  into  a  chaotic  and 
shapeless  cluster  of  unrelated,  uncontrolled  and  un¬ 
controllable  markets. 

SPREAD  OF  INFLATION 

Inflation  is  of  course  rampant  throughout  Eu¬ 
rope.  It  is  not  difficult  to  see  how  this  came  about, 
for  price  inflation  is  bound  to  develop  when  com¬ 
modities  become  scarce  and  the  money  income  of 
the  public — or  at  least  some  sections  of  it — in¬ 
creases.  Moreover,  once  price  or  money  inflation," 
or  both,  reaches  a  certain  stage,  people  lose  confi¬ 
dence  in  the  future  of  the  currency.  This,  in  turn, 
leads  to  further  depreciation  of  money  in  terms  of 
goods. 

In  eastern  and  southeastern  Europe — ^Poland, 
Yugoslavia  and  Greece — inflation  has  already  oc¬ 
curred  on  so  gigantic  a  scale  that  the  pre-existing 
price  and  money  structure  has  been  utterly  de¬ 
stroyed.  In  western  and  northern  Europe,  monetary 
developments,  although  very  unfavorable,  are  still 
under  control.  This  is  especially  the  case  in  the 
northern  countries.  In  Belgium  and  France  the 
technical  monetary  position  is  not  too  bad,  but 
price  inflation  has  gone  to  great  lengths.  In  Italy 
both  money  and  price  inflation  have  progressed 
steadily,  although  there  is  a  chance  that  things  may 
now  take  a  turn  for  the  better." 

MALDISTRIBUTION  OF  INCOME 

The  war  and  inflation  have  brought  about  a 
profound  shift  and  maldistribution  of  income  in 
all  liberated  countries."  The  effects  of  inflation  on 
income  distribution  after  the  last  war  were  popu¬ 
larized  in  masterly  fashion  by  Lord  (then  Mr. 
J.  M.)  Keynes."  They  can  be  summed  up  as  a 
shift  in  income  to  the  “active”  classes  (chiefly  en¬ 
trepreneurs)  from  the  fixed-income  (salaried)  and 
“inactive”  (rentier)  classes  and,  in  general,  a  con¬ 
siderable  fall  in  real  wages.  The  situation  becomes 

12.  Denmark  is  apparently  an  exception.  See  New  Yorl{  Times, 
May  II,  1945. 

13.  For  practical  purposes,  price  inflation  can  be  said  to  be 
measured  by  price  increases,  and  money  inflation,  in  continental 
Europe,  by  the  increase  of  paper  money  in  circulation. 

14.  Some  improvement  in  the  price  situation  has  followed 
liberation  of  the  northern  area.  See  New  Yor\  Herald  Tribune, 
May  31,  1945. 

15.  For  some  of  the  recent  monetary  experiences  in  a  number 
of  countries,  see  pp.  94-96. 

16.  Sec  A  Tract  on  Monetary  Reform  (New  York,  Macmillan, 
1924).  His  treatment  was,  in  turn,  based  on  the  much  earlier 
analysis  of  Alfred  Marshall,  which  was  reprinted  in  Marshall's 
Official  Papers  (New  York,  Macmillan,  1926),  pp.  7-8  fl. 
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even  worse  when  inflation  is  of  the  type  which, 
for  lack  of  a  better  expression,  can  be  called  distress 
inflation — that  is  to  say,  when  inflation  is  associated 
not  with  full  employment  and  general  prosperity 
but  with  acute  scarcities  of  essential  goods  and 
widespread  unemployment.'^ 

What  has  happened  in  industrial  Europe  is  that 
enormous  paper  profits  have  been  and  are  being 
made  by  a  handful  of  entrepreneurs,  speculators, 
and  profiteers — most  of  them  collaborationists  in 
the  period  of  German  occupation.  There  has  been 
and  there  is  a  far-reaching  shift  of  income  from 
the  city,  salaried  and  wage-earning  classes  (as 
well  as  from  others  with  fixed  income)  to  the  ad¬ 
vantage — partly  real,  partly  transitory  or  fictitious 
—  of  the  peasantry."*  Industrial  wages  almost 
everywhere’^  have  sunk  to  intolerably  low  levels  in 
real  terms. 

An  aspect  of  the  situation  which  is  even  more 
demoralizing  than  the  existing  disparities  in  for¬ 
tune  among  members  of  different  classes  is  that  in 
all  liberated  countries  there  is  no  incentive  at  pres¬ 
ent  for  a  worker  to  stick  to  his  job  or  look  for  a 
new  one.  For,  wages  being  what  they  are,  the 
worker  is  better  off  drawing  unemployment  bene¬ 
fits  and  supplementing  his  income  by  engaging  in 
black-market  or  other  illegal  activity  which  lends 
itself  to  exploitation  of  the  consumer.  In  general, 
and  this  applies  both  to  entrepreneurs  and  to 
laborers,  there  is  hardly  a  legitimate  activity  that 
pays.^°  While  some  of  these  illegal  activities — such 
as  outright  racketeering,  dealings  in  Allied  stolen 
properties,  etc. — are  still  considered  criminal  by  a 
majority  of  the  people,  the  line  of  demarcation  be¬ 
tween  what  is  legal  and  what  is  illegal  has  become 
increasingly  blurred.  To  survive,  one  has  literally 
to  push  around,  cheat  or  exploit  the  other  fellow. 

17.  Under  or<linary  peacetime  conditions,  inflation  is  usually 
associated  with  a  state  of  full  employment — for  it  is  at  that 
point  that  increases  in  effective  demand  cannot  be  matched 
by  increased  production,  and  prices  arc  bound  to  rise  consider¬ 
ably.  Under  distress  inflation,  there  are  large  quantities  of  pro¬ 
ductive  resources,  including  man  power,  which  are  unemploy- 
ahle  because  of  lack  of  materials,  destruction  of  plants  and  lack 
of  food.  Thus,  in  both  cases  the  supply  of  commodities  to  the 
market  is  rigid  (or,  as  economists  say,  inelastic  in  terms  of  in¬ 
come),  although  for  entirely  different  reasons. 

18.  “A  fundamental  change  took  place  [in  France]  in  the  dis¬ 
tribution  of  income  among  the  various  classes  of  the  nation. 
The  proportionate  share  of  the  countryside  in  the  national  in¬ 
come  has  greatly  increased  at  the  expense  of  the  town.”  Econ¬ 
omist  (London),  August  22,  1942. 

19.  Czechoslovakia  was  an  exception,  for  the  integration  of 
the  economy  of  Bohemia  and  Moravia  into  that  of  the  Reich 
necessitated  in  the  first  stage  the  raising  of  wages  in  the  “Pro¬ 
tectorate”  to  the  German  level.  See  Royal  Institute  of  Interna¬ 
tional  Affairs,  Bulletin  of  International  News,  November  ii, 
1944. 

20.  The  only  exceptions  are  the  privileged  industrialists  or 
“concessionaires,”  who  are  now  working  for  the  Allies — just 
as  they  formerly  worked  for  the  Germans. 


It  is  the  law  of  the  jungle.  The  white  collar,  pro¬ 
fessional  and  lower  middle  classes  are  the  hardest 
hit;  and  the  proletarianization ‘of  large  strata  of 
the  population,  which  played  havoc  with  central 
Europe  in  the  early  twenties  and  contributed  pow¬ 
erfully  to  the  rise  of  Hitler,  is  spreading  through¬ 
out  the  continent. 

Wage  policies  pose  a  formidable  problem,  which 
under  present  conditions  appears  insoluble.  Or¬ 
ganized  labor  in  all  European  countries  is  pressing 
for  pay  increases,  which  are  being  resisted  on  the 
ground  that  any  attempt  to  link  wages  to  the  cost 
of  living  would  defeat  itself  by  adding  fuel  to  the 
m.onetary  conflagration.  This  is,  of  course,  true  in 
a  general  sense,  but  it  is  also  true  that  labor  cannot 
accept  starvation  wages  indefinitely,  especially 
while  profiteering  is  widespread.  Moreover,  in 
some  cases  limited  wage  increases  might  lead  to  a 
certain  amount  of  dis-hoarding  of  commodities 
and  leave  the  price  situation  practically  untouched. 

THE  GENERAL  TREND:  LEFT  OR  RIGHT 

The  great  political  debate  of  our  century,  involv¬ 
ing  the  issue  between  capitalism  and  socialism,  is 
according  to  all  signs  moving  toward  a  climax 
and  perhaps  a  decisive  showdown  in  Europe.  The 
controversy  is  further  complicated  by  Russia’s 
emergence  as  the  strongest  political  unit  on  the  con¬ 
tinent,  and  the  appearance  of  a  bloc  of  small  states 
which  are  expected  to  gravitate  permanently  to¬ 
ward  the  Soviet  Union.^' 

It  is  impossible  to  ignore  the  far-reaching  eco¬ 
nomic  implications  of  current  political  trends  in 
Europe.  So  far  as  one  can  judge,  it  appears  likely 
that  both  the  domestic  and  the  international  eco¬ 
nomic  policies  of  the  predominantly  agrarian  states 
of  eastern  and  southeastern  Europe  will  be  modeled 
on  those  of  Russia — although  we  may  witness  an 
interesting  blend  of  the  collective  and  the  small- 
peasant  type  of  rural  economy.  Czechoslovakia 
has  begun  to  move  rapidly  toward  national  con¬ 
trol  of  the  basic  industries.  In  the  industrial  re¬ 
gions  of  northern  Italy  a  swift  economic  revolution 
was  effected  in  the  spring  of  1945  under  the  well- 
organized  leadership  of  the  National  Liberation 
Committees,  but  it  is  too  early  to  predict  what  the 
ultimate  configuration  will  be.  In  northern  Europe 
and  the  Low  Countries  extensive  economic  and 
social  changes  appear  for  the  moment  improbable. 
In  France  the  orderly  but  revolutionary  changes 
foreshadowed  until  last  summer  by  General 
de  Gaulle  and  his  Algiers  National  (Committee  are 
hanging  fire.  There  has  been  no  nationalization 

21.  Sec  W.  N.  HadscI,  “Political  Currents  in  Liberated 
Europe,”  Foreign  Policy  Reports,  June  i,  1945. 
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of  industries,  with  the  major  exception  of  the  coal 
mines  of  the  Pas  de  Calais  and  the  northeast.^^ 
Only  in  a  very  few  cases  (chiefly,  that  of  Renault) 
have  collaborationists  been  deprived  of  their  indus¬ 
trial  plants  and  other  assets.  The  economic  purge 
is  proceeding  very  slowly,  and  although  some  in¬ 
dustrial  collaborationists,  including  members  of  the 
notorious  Banque  Worms,  are  reported  under  ar¬ 
rest,  none — with  the  exception  of  Pierre  Pucheu, 
who  was  tried  and  shot  in  Algiers  chiefly  for  his 
record  as  Minister  of  the  Interior  —  has  been 
brought  to  book. 

The  facts  of  the  situation  would  seem  to  point 
toward  the  necessity  of  a  working  compromise  be¬ 
tween  the  capitalist  and  the  socialist  philosophies 
of  Europe.  For  it  is  clear  that  if  the  deep  economic 
scars  of  war  are  to  be  quickly  healed,  it  is  essential 
for  each  country  to  make  a  strong  coordinated  ef¬ 
fort,  involving  plans  for  the  use  of  national  re¬ 
sources  and  their  mobilization — in  other  words  an 
effort  organized  and  guided  by  the  government.^^“ 
At  the  same  time,  it  is  apparent  that  some  free 
play  must  be  given  to  the  individual  skills  and 
abilities  which  abound  at  least  in  western  Europe, 
and  which  have  brought  those  countries  in  the  past 
to  high  levels  of  productivity  and  income. 

It  should  not  prove  impossible  to  build  in  west¬ 
ern  Europe  a  type  of  genuine  economic  democracy 
which  is  planned  in  its  broad  lines  and  perhaps 
operated  in  its  essential  elements  (basic  or  strategic 
industries,  utilities,  etc.)  by  the  state,  but  which 
continues  to  rely  to  a  considerable  extent  on  indi¬ 
vidual  action  and  initiative.  It  must  be  admitted, 
however,  that  for  the  moment  the  outlook  is  far 
from  hopeful.  The  greatest  difficulty  is  not  only 
that  social  cleavages  are  deep,  but  that  the  Euro¬ 
pean  approach  to  problems  of  political  and  eco¬ 
nomic  change  runs  traditionally  to  general  pro¬ 
grams  and  ideologies,  seldom  focusing  on  concrete 
and  specific  steps  and  policies.^^ 

The  possibility  also  exists  that  a  doubtful  and 
spurious  compromise  might  be  reached  between 
Left  and  Right,  such  as  the  creation  of  a  sort  of 
corporative  or  guild  state  in  which  big  business 
would  continue  to  occupy  a  dominant  position 
—perhaps  in  the  form  of  guilds  or  trade  groups 
and  associations — and  the  working  man  would  be 
rewarded  by  a  totalitarian  type  of  full  employment 
in  an  economy  of  self-sufficiency  and  nationalism. 

22.  General  de  Gaulle,  however,  recently  pledged  that  banking 
and  the  electric  power  industry  will  be  brought  under  “national 
control.”  New  Yorl^  Times,  May  25,  1945. 

22a.  Moreover,  in  many  countries  leading  industrialists  have 
discredited  themselves  by  collaboration  with  the  enemy  and 
support  of  domestic  brands  of  fascism. 

23.  For  instance,  full  employment  ix)licies  have  not  as  yet 
attracted  sufficient  interest  in  the  industrial  countries  of  Europe. 


THE  TRANSITION  PERIOD 

Sooner  or  later,  the  phase  of  semi-starvation,  dis¬ 
ruption  and  wild  inflation  will  end.  Crops  will 
approach  normal  levels,  transportation  be  rebuilt, 
and  the  authority  of  the  central  governments 
effectively  restored.  At  that  point,  economic  policies 
will  again  become  relevant,  in  place  of  the  present 
makeshift  and  largely  futile  day-today  measures. 
It  is  important  to  form  an  idea  now  of  the  main 
problems  and  alternatives  involved. 

CONTROLS  vs.  LAISSEZ  FAIRE 

First,  there  is  the  problem  of  general  methods 
and  procedures.  Leaving  aside  the  possibility  of  a 
marked  shift  toward  planned  economy,  how  long 
can  wartime  and  transitional  controls  be  expected 
to  last.!*  This  is  a  question  which  is  attracting  a 
good  deal  of  interest  in  the  United  States  as  well 
as  in  Europe.^'* 

The  liberated  countries  will  suffer  for  many 
years  from  an  economy  of  acute  scarcities,  which 
inevitably  calls  for  extensive  rationing,  allocations, 
priorities  and  other  controls.  In  this  respect,  the 
problem  of  Europe  is  entirely  different  from  that 
of  the  United  States.  For  while  we  can  look  for¬ 
ward  to  the  gradual  relaxation  and  ultimate  dis¬ 
appearance  of  wartime  controls  in  this  country,  it 
will  be  essential  to  revert  in  liberated  Europe  to  a 
controlled  economy — which  is  necessary  during  a 
major  emergency  as  well  as  in  wartime,  and  which 
broke  down  with  the  end  of  enemy  occupation.  In 
other  words,  it  is  essential  that  Belgium,  France, 
Italy  and  Holland  resume  as  soon  as  possible  an 
economy  of  rationing,  allocations  and  price  con¬ 
trols.  Ultimately,  the  process  can  be  reversed,  but  it 
may  take  several  years  to  go  back  to  free  markets. 

It  is  true  that  in  some  respects  controls  will  be 
relaxed  at  a  fairly  early  date;  for  instance,  as  far 
as  exports  are  concerned.  But  in  general  we  must 
face  the  fact  that  for  many  years  to  come  the 
United  States  will  have  to  deal  abroad  with  con¬ 
trolled  economies.  This  applies  particularly  to  our 
exports,  for  most  European  countries  will  be  com¬ 
pelled  to  ration  or  otherwise  control  imports  until 
the  balance-of-payments  situation  is  once  more  in 
equilibrium. 

MONETARY  AND  PRICE  STABILIZATION 

Monetary  and  price  stabilization  will  also  prove 
a  long  and  painful  process.  Price  inflation  has  been 
.so  excessive  in  most  countries  that  it  would  be  un¬ 
reasonable  to  expect  that  stabilization  of  the  do¬ 
mestic  purchasing  power  of  the  various  national 

24.  Interesting  discussions  of  this  subject  arc  currently  appear¬ 
ing  in  the  Italian  press. 
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currencies  can  be  effected  at  more  than  a  small 
fraction  of  their  pre-war  levels.  There  will  prob¬ 
ably  be,  in  any  case,  an  element  of  deflation  in¬ 
volved  in  each  stabilization  process,  for  some  of 
the  current  black-market  prices  will  collapse  and 
profit  inflation  will  end  suddenly.  But  sweeping 
price  rollbacks  will  be  impracticable  for,  among 
other  things,  such  a  process  would  make  the  state, 
the  banks,  and  most  debtors  insolvent. 

The  two  basic  requirements  for  successful  mon¬ 
etary  stabilization  are  control  of  the  supply  and 
distribution  of  essential  goods,  and  a  state  of  com¬ 
parative  equilibrium  in  the  balance  of  payments. 
Once  these  conditions  have  been  satisfied,  there  is 
no  great  necessity  for  “stabilization”  loans  except 
in  so  far  as  they  may  help  reestablish  confidence 
and  tide  over  transitory  difficulties.  The  Interna¬ 
tional  Monetary  Fund  envisaged  in  the  Bretton 
Woods  proposals  should  take  care  of  temporary 
needs  for  balance-of-payment  purposes.^'  This  does 
not  mean,  however,  that  most  liberated  countries 
will  not  require  large-scale  foreign  financial  facili¬ 
ties. 

One  vital  factor  in  connection  with  the  equilib¬ 
rium  of  balances  of  payment  and  stabilization  is 
the  determination  of  an  appropriate  exchange  rate 
in  terms  of  other  currencies,  particularly  the  dollar 
and  the  pound  sterling.  During  the  inter-war 
decades  most  European  countries,  for  prestige  and 
social  reasons,  attempted  to  stabilize  exchange  rates 
at  wholly  unrealistic  levels  which  involved  a  good 
deal  of  overvaluation  for  the  domestic  currency,  de¬ 
pressed  the  export  trade,  and  proved  ultimately 
untenable.-^  It  is  not  yet  certain  that  this  lesson 
has  been  fully  learned  by  continental  Europe.^^ 
Some  Allied  governments-in-exile  managed  in  1944 
to  obtain  the  sanction  of  the  American  and  British 
treasuries  for  high  exchange  rates  in  terms  of  the 
dollar  and  the  pound  sterling  which  are  now,  be¬ 
cause  of  the  European  price  situation,  quite  un¬ 
realistic.  The  rates  were  useful,  from  the  immedi¬ 
ate  point  of  view,  as  a  check  on  price  inflation  and 
their  usefulness  will  continue  for  a  while;  but 
ultimately  they  have  to  be  readjusted  to  restore 

25.  See  E.  L.  Dulles,  "Bretton  VVckkIs  Monetary  Cf)nfercnce — 
Plans  and  Achievements,"  Foreign  Policy  Reports,  September  i, 
1944.  On  the  other  hand,  it  would  appear  now  that  the  Bank 
for  International  Reconstruction  and  Development  may  be 
called  upon  to  extend  stabilization  loans. 

26.  This  was  the  case  with  Britain,  when  it  deflated  prices 
and  returned  to  the  gold  standard;  with  Italy,  where  Mussolini 
in  1926-27  selected  an  unreasonably  high  stabilization  rate  with 
respect  to  the  dollar,  the  sterling  and  the  franc;  and  with  France 
throughout  the  thirties.  The  French  stabilization  of  1926-28 
was  made  at  a  suitable  level,  although  it  appears  that  Poincare 
adopted  it  reluctantly,  in  the  belief  that  it  was  too  low. 

27.  The  British,  on  the  other  hand,  appear  to  have  been  over- 
impressed  by  the  advantages  of  exchange  depreciation. 


the  competitive  capacity  of  industry  and  exports.  i 

Adoption  of  the  Bretton  Woods  agreement  on  \ 
an  International  Monetary  Fund  would  make  it  | 
easier  to  establish  the  exchange  rates  of  the  vari-  ? 
ous  European  currencies  more  or  less  simultane-  I 
ously,  and  to  correlate  them  with  each  other.  This 
would  be  one  of  the  paramount  achievements  of 
the  Fund  mechanism,  and  it  is  surprising  that  it 
has  attracted  so  little  notice.  For  the  experience  of 
the  inter-war  decades  shows  decisively  that  nothing  i 
is  more  disruptive  than  a  piecemeal  process  of 
individual  exchange  adjustments  and  readjust¬ 
ments,  which  involves  not  only  competitive  de¬ 
valuation  but  a  chronic  succession  of  deflation  and 
inflation.^® 

POST-WAR  FINANCIAL  POLICIES 

According  to  a  school  of  thought  which  has  con¬ 
siderable  following  among  bankers  and  in  financial 
circles  in  this  country,  another  prerequisite  to 
monetary  stabilization  of  the  European  countries 
is  a  return  to  balanced  budgets  and  the  austere 
and  stringent  financial  policies  of  drastic  retrench¬ 
ment  and  credit  deflation  usually  associated  with 
them.  There  is  something  to  be  said  for  the  ortho¬ 
dox  view  of  public  finance  when  production 
cannot  be  rapidly  increased  and  a  high  rate  of 
government  spending  is  consequently  “wasted" 
though  inflation.  It  would  be  a  fallacy,  how-  ! 
ever,  to  believe  that,  after  the  present  devastat¬ 
ing  wave  of  inflation,  the  liberated  nations  of 
Europe  ought  to  embark  on  a  policy  of  deflation 
to  protect  a  new  stabilization  level. 

The  chief  objective  of  the  transition  period 
should  be  to  help  restore  a  high  volume  of  produc¬ 
tion  and  employment — in  other  words,  to  carry 
on  a  vigorous  and  effective  program  of  reconstruc¬ 
tion  and  rehabilitation.  This  cannot  be  done  in  an 
atmosphere  of  deflation,  high  interest  rates,  and 
scarcity  of  credit,  nor  without  a  large  volume  of 
public  investment  and  expenditure.  If  the  choice 
is  between  balanced  budgets,  with  large-scale  un¬ 
employment  and  a  slow  revival  of  production,  and 
unbalanced  budgets,  with  quick  reabsorption  of 
employment  and  an  increase  in  production,  sub¬ 
stantive  economic  accomplishments  will  hardly  be 
sacrificed  for  the  sake  of  orthodox  finance.  And 
since  the  real  burden  of  the  national  debt  charge 
will  be  greatly  lightened  by  the  present  process  of 
inflation,  there  is  no  rea.son  why  France,  Belgium 
and  other  countries  should  not  be  able  to  finance 
the  cost  of  reconstruction  by  borrowing,  provided 

28.  See  League  of  Nations,  Economic,  Financial  and  Transft 
Department,  International  Currency  Experience  (Princeton,  j 
Princeton  University  Press,  1944). 
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interest  rates  are  kept  low.^^  Naturally,  limits 
should  be  placed  on  borrowing  programs  for  re¬ 
construction,  and  deficit  expenditure  should  be 
scaled  down  from  year  to  year — to  disappear  alto¬ 
gether  once  production  has  been  fully  revived  and 
a  high  level  of  employment  restored. 

After  the  last  war,  there  was  a  general  lack  of 
appreciation  of  the  realities  of  the  economic  situa¬ 
tion,  and  the  need  for  what  might  be  called  a 
functional  type  of  finance^"  to  encourage  produc¬ 
tion  and  reconstruction  and  avoid  both  deflation 
and  inflation.  This  was  due  in  part  to  widespread 
reluctance  to  accept  the  fact  that  the  monetary  de¬ 
preciation  brought  about  hy  the  war  and  its  after- 
math  could  not  be  reversed,  and  that  there  was  no 
possibility  of  restoring  the  pre-war  gold  parities  ef 
various  European  currencies.  This  time  things 
ought  to  be  different;  and  it  would  be  a  mistake  to 
lay  too  much  emphasis  on  balanced  budgets — since 
these  can  coincide  with  the  end  but  certainly  not 
with  the  opening  phases  of  the  process  of  recon¬ 
struction  and  rehabilitation. 

BALANCES  OF  PAYMENT 

We  turn  now  to  another  important  aspect  of  re¬ 
construction:  the  restoration  of  a  balanced  state  of 
international  payments.  For  several  years  all  the 
liberated  countries  will  need  exceptionally  large 
quantities  of  imports:  foodstuffs,  raw  materials, 
essential  consumers’  goods,  machinery  and  heavy 
capital  goods.^*  It  is  also  clear  that  the  export 
capacity  of  the  liberated  countries  will  remain  be¬ 
low  normal  for  quite  a  while,  and  an  import  gap 
will  thus  be  created.  Moreover,  there  will  be  the 
problem  of  ultimate  equilibrium  in  balances  of 
payment,  which  is  closely  linked  with  the  future 
of  international  trade. 

HOW  BIG  AN  IMPORT  GAP  ? 

It  is  impossible  at  this  stage  to  estimate  even 
roughly  how  big  the  import  gap  of  the  liberated 
countries  is  likely  to  be  during  the  transition 
period.  Imports  will  be  required  for  purposes  of 
subsistence,  involving  such  relief  goods  as  food  and 
clothing;  reactivation  and  maintenance  of  an  ade¬ 
quate  level  of  production  and  distribution — restora¬ 
tion  of  transportation,  railroad  equipment,  trucks, 
coal,  mineral  oils,  etc.;  and  industrial  processing, 

29.  Cheap  money  has  already  been  adopted  as  the  ofheial 
philosophy  of  the  French  Rovernment. 

30.  A.  P.  Lerncr,  The  Economics  of  Control  (New  York,  Mac¬ 
millan,  1944). 

31.  Sec  League  of  Nations,  The  Transition  from  War  to  Peace 
Economy,  Report  of  the  Delegation  on  F.conomic  Depressions, 
Part  I  (New  York,  Columbia  University  Press,  1943),  Chap.  111. 


namely  basic  raw  materials,  some  for  domestic  pur¬ 
poses  and  others  for  export.  Most  countries  will 
need  a  minimum  of  essential  consumption  goods 
over  and  above  bare  subsistence  requirements.  Fin¬ 
ally,  there  will  be  heavy  requirements  of  capital 
goods.  The  quantities  involved,  of  course,  are  not 
fixed,  and  fluctuate  between  a  lower  range  corre¬ 
sponding  to  a  subsistence  minimum  and  an  upper 
range  corresponding  to  full  employment  at  pre¬ 
war  levels  of  consumption. 

It  may  be  argued  that  there  is  no  reason  why 
reconstruction  of  the  economy  of  the  liberated 
countries  should  proceed  at  a  rapid  pace,  and  that 
it  may  ultimately  be  better  and  “sounder”  to  let  it 
proceed  at  the  rate  which  each  country  can  afford 
through  mobilization  of  its  own  resources.  There 
are,  however,  three  flaws  in  such  an  argument. 
First,  if  each  country  had  to  strain  every  nerve  and 
resource  to  develop  exports  and  acquire  foreign 
exchange,  cut-throat  competition  in  international 
trade  would  be  widespread.  A  second  result  would 
be  a  wave  of  competitive  exchange  devaluation. 
Third,  and  perhaps  most  important,  is  the  fact  that 
we  could  not  expect  the  weary  and  tormented 
populations  of  Europe  to  contemplate  with  equa¬ 
nimity  a  protracted  uphill  struggle  to  rehabilita¬ 
tion;  unless  something  is  done  to  shorten  this 
struggle,  and  to  place  in  their  hands  a  few  of  the 
tangible  fruits  of  capitalist  economy,  they  will  look 
for  other  short  cuts  or  ways  out. 

The  problem  of  the  import  gap  is  two-fold. 
There  is  the  physical  aspect  of  the  procurement, 
over  the  next  few  years,  of  foodstuffs,  consumption 
articles,  and  specialized  machinery  and  equipment, 
which  can  only  be  supplied  by  the  “surplus”  coun¬ 
tries — in  the  case  of  industrial  articles,  chiefly  by 
the  United  States.^^  Second,  there  is  the  foreign 
exchange  aspect;  in  other  words,  the  capacity  of 
the  importing  countries  to  pay. 

GOLD,  FOREIGN  EXCHANGE  AND  OTHER  RESOURCES 

Some  countries  have  important  gold  and  foreign 
exchange  assets  which  will  be  of  great  help  in 
tiding  them  over  the  transition  period.  It  is  esti¬ 
mated  that  France  has  official  gold,  dollar  and 
other  liquid  assets  in  excess  of  $2  billion,  Belgium 
$800  million,  and  Holland  some  $700  million.  In 
addition,  there  are  large  holdings  in  the  hands  of 
private  citizens,  believed  to  amount  to  possibly 
another  $2  billion  in  the  case  of  France.  These  are 

32.  Other  industrial  countries  such  as  Canada,  Britain,  Sweden 
and  Switzerland  can  also  make  their  contribution.  It  should  be 
pointed  out  that  the  specialized  articles  (trucks,  railroad  equip¬ 
ment,  electrical  goods,  machine  tools,  etc.)  which  will  be  much 
in  demand  will  continue  to  be  comparatively  scarce  in  the 
United  States  over  the  next  two  or  three  years. 
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large  sums,^^  but  probably  insulbcient  to  fill  the 
import  gap  during  the  transition  period.^* 

Next  comes  the  possibility  of  floating  loans.  A 
modest  beginning  has  been  made  by  the  Dutch 
government,  which  recently  borrowed  Sioo  million 
in  New  York  against  its  gold  assets.  In  the  case  of 
most  countries,  private  borrowing  in  the  United 
States  must  wait  for  repeal  of  the  Johnson  Act. 
Some  have  made  arrangements  with  the  British 
Treasury,  with  a  view  to  establishing  reciprcKal 
facilities  to  aid  in  financing  their  trade  with  the 
sterling  area  and  with  each  other.  It  would  l>e  of 
great  advantage  to  Britain  if  France,  Holland  and 
Belgium,  and  their  rich  colonial  trade  gravitated 
toward  the  sterling  area.  This  would  also  be  help¬ 
ful,  to  some  extent,  to  the  continental  countries 
concerned,  but  it  would  be  another  step  toward 
setting  up  independent  currency  blocs,  a  develop¬ 
ment  to  be  viewed  with  misgivings  from  both  the 
United  States  and  the  world  angle.^’ 

LEND-LEASE  AND  BEVOND 

V-E  Day  brought  in  its  wake  drastic  curtailment 
of  lend-lease  aid.^^  As  long  as  the  war  against 
Japan  continues,  however,  some  of  the  liberated 
countries  will  receive  a  certain  amount  under  lend- 
lease.  This  may  be  particularly  true  in  the  case  of 
France  which,  under  the  third  lend-lease  agree¬ 
ment  signed  in  Washington  on  February  28,  1945, 
is  entitled  to  receive  specified  classes  of  goods  and 
services  to  the  maximum  value  of  $2,575  nnillion — 
subject  to  important  reservations  which  may  go 
far  toward  impairing  the  practical  effectiveness  of 
the  agreement.  The  latest  official  statement  of 
policy^^^  restricts  very  considerably  the  use  of 
lend-lease.  There  has  been  some  criticism  of  the 
agreement  with  France;  and  the  lend-lease  pact 
with  Belgium  signed  on  April  18,  while  providing 
for  shipment  by  the  United  States  of  supplies 
valued  at  $325,000,000  (against  a  Belgian  contribu- 

33.  Not  all  of  them,  however,  will  be  avaihiblc  for  balance  of 
payment  purposes,  for  part  will  be  held  in  central  bank  re¬ 
serves  or  stabilization  funds. 

34.  Italy’s  situation  is  particularly  diflicult.  It  has  not  been 
granted  lend-lease  aid,  has  no  resources  t.f  its  own,  and  is  for 
the  time  being  outside  the  scope  of  the  various  projected  United 
Nations  agencies.  For  a  concise  and  illuminating  discussion  of 
the  basic  issues  of  the  transition  period  in  general  and  with  re¬ 
gard  to  Italy,  see  E.  V.  Rostov,  “The  Great  Transition,”  Fortune 
(New  York),  January  1945;  also  C.  G.  Haines,  “Italy’s  Struggle 
for  Recovery:  An  Allied  Dilemma,”  Foreign  Policy  Reports, 
December  i,  1944. 

35.  Against  this  it  may  be  held,  however,  that  an  open  and 
nonrestrictionist  sterling  area  could  help  toward  monetary  and 
trade  stability,  and  would  not  be  detrimental  to  United  States 
and  other  interests. 

36.  See  New  Yor/t  Times,  May  13,  14,  15,  1945. 

36a.  For  texts  of  President  Truman’s  letter  to  Speaker  Ray¬ 
burn  on  “defense  aid,”  and  of  the  letter  to  the  President  from 
the  Director  of  the  Bureau  of  the  Budget,  sec  il’id.,  June  5,  1945. 


tiou  to  the  American  war  effort  of  some  $18,000,000 
a  month),  includes  no  goods  for  post-war  rehabil- 
it;uion  or  reconstruction  purposes.^^ 

Tims,  lend-lease  appears  to  have  been  ruled  out 
as  a  t(x)l  of  peacetime  assistance  and  rehabilitation, 
d  his  is  perhaps  inevitable  in  view  of  its  original 
conception  as  a  defense  measure.  Yet  it  is  very  re¬ 
grettable  that  this  “{)owerful  and  flexible  weapon”^® 
should  not  be  u.sed  for  the  purpose  of  building  an 
effective  and  stable  peacetime  world  structure. 

1  he  valuable  feature  of  the  lend-lease  system  was 
that  it  recognized  the  fundamental  interdepen¬ 
dence  between  this  country’s  security  and  that  of 
other  nations  or  areas,  and  focused  on  the  essential 
objective  of  making  the  Uniteil  States  secure.  The 
.security  of  this  country  rests  ultimately  on  the 
foundation  of  a  stable  world  economy;  and  the 
economic  emergency  of  which  this  war  was  the 
climax  is  by  no  means  over.  If  American  financial 
a.ssistance  to  the  outside  world  comes  to  an  abrupt 
end,  as  it  did  in  1919  and  again  after  1929,  the  re¬ 
sults  will  he  as  disastrous  as  they  were  in  the  inter¬ 
war  years. 

True,  the  liberated  countries  can  expect  a  meas¬ 
ure  of  help  from  the  two  institutions  envisaged  by 
the  Bretton  Woods  agreements — the  International 
Monetary  Fund  and  the  International  Bank  for  Re¬ 
construction  and  Development.  It  would  be  un¬ 
wise,  however,  to  expect  too  much  from  these 
agencies,  important  and  indeed  indispen.sable  as 
they  are.  For  experience — in  the  ca.se  of  UNRRA, 
for  instance — shows  that  large  and  complex  inter¬ 
national  machineries  are  unwieldy  and  slow  to 
move.  Moreover,  they  are  the  subject  of  such 
minute  public  scrutiny  that  administrators  must 
necessarily  manage  their  resources  in  a  cautious 
and  conservative  way. 

Gradual  re-opening  of  normal  trade  channels 
with  liberated,  or  at  least  western,  Europe  will  ease 
the  foreign  exchange  problem  because  of  the  re¬ 
sumption  of  exports  but,  as  already  indicated,  ex¬ 
ports  will  inevitably  remain  at  a  low  level  for  a 
number  of  years.  Next  comes  the  possibility  of 
financial  help  to  Europe  through  private  loans  and 
direct  inve.stmcnts.  The  prospects  for  ordinary 
lending,  over  and  above  .short-term  commercial 
credit.s,  are  not  too  encouraging,  for  European  bor¬ 
rowers  will  be  poor  risks  for  a  while.  Moreover,  as 
the  experience  of  the  twenties  demon.strated,  loans 
are  not  the  answer.  Direct  investment,  on  the  other 
hand,  would  help  considerably,  but  it  is  doubtful 
whether  post-war  conditions  will  be  particularly 

37.  So  f.ir,  the  value  of  revcr.se  lend-lease  from  Belgium  con¬ 
siderably  exceeds  that  of  lend-lease  deliveries.  See  il’id..  May  13, 
1945- 

38.  Rostov,  “The  (Jreat  Transition,”  cited. 
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propitious.  It  is  therefore  not  yet  clear  how  the  im¬ 
port  gap  of  the  liberated  countries  can  be  filled 
over  the  next  five  years,  or  possibly  the  next  decade, 
even  assuming  readiness  on  the  part  of  the  popula¬ 
tions  to  accept  extremely  low  standards  of  living. 

HOW  CAN  AMERICA  HELP.? 

Ultimately,  the  United  States  can  make  a  de¬ 
cisive  contribution  to  the  ecjuilibrium  of  Europe’s 
balance  of  payment  by  liberalizing  its  trade  policies, 
and  showing  readiness  to  import  on  a  steady  and 
adequate  scale.^^  In  this  connection,  the  proposals 
placed  before  Congress  in  March  1945  for  extension 
and  liberalization  of  the  Reciprocal  Trade  Agree¬ 
ments  Act  assume  particular  importance.  It  is  also 
true,  as  Professor  Hansen  has  repeatedly  pointed 
out,‘*°  that  this  country  can  make  a  great  contribu¬ 
tion  to  world  stability  by  achieving  and  maintain¬ 
ing  peacetime  prosperity  and  full  employment.  It 
does  not  follow,  however,  that  any  type  of  domestic 
prosperity  would  in  itself  benefit  the  rest  of  the 
world,  or  that  there  is  no  need  for  special  attention 
to  such  matters  as  tariffs  and  the  level  of  domestic 
imports.  In  any  case  the  formidable  problems  of 
the  transition  period  appear  to  require  a  measure 
of  tangible  help  for  the  revival  of  European  econ¬ 
omy. 

PIECEMEAL  vs.  UNIFIED  APPROACH 

The  United  States  cannot  wash  its  hands  of 
Europe  without  endangering  its  own  security  and 
peace.  The  choice  is  between  a  piecemeal  approach 
toward  Europe’s  economic  problems,  which  would 
clearly  be  inadequate,  and  the  adoption  of  coordi¬ 
nated  policies,  based  on  the  assumption  that  the 
transition  from  war  to  peace  in  Europe  will  not  be 
automatic  in  character.  The  re-opening  of  trade, 
lending  and  investment  channels,  plus  whatever 
contribution  the  various  United  Nations  organiza¬ 
tions  can  make,  will  still  leave  a  yawning  gap  be¬ 
tween  ends  and  means.  There  is  a  “middle  span’’ 
to  be  built  if  liberated  Europe  is  to  be  lifted  from 
the  depths  of  its  present  predicament  and  restored 
as  a  partner  in  an  expanding  system  of  world  trade. 
Europe  can  be  compared  to  a  sick  man,  who  cannot 
be  expected  to  rise  from  his  bed  and  resume  normal 
activities  without  an  intermediate  period  of  con¬ 
valescence. 

NEED  FOR  A  UNIFIED  POLICY 

What  is  urgently  needed  is  a  unified  American 

39.  See  Herbert  Feis,  “Economics  and  Peace,"  Foreign  Policy 
Reports.  April  i,  1944;  and  H.  P.  Whidden,  fr.,  “U.S.  Foreign 
Trade  and  World  L:onomy,”  Foreign  Policy  Reports,  August  i, 
1944- 

40.  See  Alvin  Hansen,  America’s  Role  in  the  World  Economy 
(New  York,  Norton,  1945),  pp.  8  ff. 


economic  policy  toward  Europe  which  would  coor¬ 
dinate  the  many  aspects  and  phases  of  the  process 
of  transition  from  war  to  peace,  as  well  as  the 
needs  and  requirements  of  the  various  European 
countries  within  a  unified  frame  of  reference.  Re¬ 
lief,  rehabilitation  and  development  should  be  rec¬ 
ognized  as  various  facets  of  a  single  whole,  not  as 
separate,  unrelated  operations.  The  needs  and  re- 
tjuirements  of  each  particular  country  ought  to  be 
viewed  with  reference  to  the  total  picture  of  the 
European  economy.  Moreover,  it  would  be  essential 
to  specify  at  the  outset  certain  broad  objectives  to 
be  achieved  through  cooperation  between  United 
States  and  European  resources  and  initiatives,  so 
that  the  people  of  Europe  may  regain  the  sense  of 
direction  and  confidence  they  have  to  a  large  ex¬ 
tent  lost. 

One  possible  objective  would  be  to  place,  as  it 
were,  a  minimum  floor  under  the  level  of  indus¬ 
trial  activity  of  the  liberated  countries  and  their 
standards  of  living.  This,  inevitably,  will  require 
further  contributions  from  the  American  to  the 
European  economy,  over  and  above  those  already 
made  or  pledged  under  lend-lease.  Army  relief 
measures,  UNRRA  and  the  Bretton  Woods  agen¬ 
cies.  On  the  other  hand,  it  would  be  necessary  to 
define  and  limit  the  total  amount  of  these  contribu¬ 
tions,  and  place  it  squarely  and  fearlessly  before 
Congress  and  public  opinion.  It  would  be  a  once- 
for-all  program,  the  cost  of  which  would  be  known 
in  advance — a  feature  which  was  absent  in  the  case 
of  lend-lease — and  would  have  a  definite  time  limit. 

In  order  to  determine  the  amount  involved,  it 
would  be  convenient  to  take  as  a  starting  point 
the  problem  of  European  balances  of  payment 
during  the  transition  period,  and  of  the  import  gap 
discussed  in  a  previous  section  of  this  Report.  In 
addition,  the  minimum  capital  requirements  of 
the  liberated  countries  should  be  considered  with 
reference  to  an  over-all  program  of  industrial  re¬ 
habilitation  and  development.  It  may  be  surmised 
that  the  total  would  not  be  staggering.  As  a  matter 
of  mere  guess,  it  may  be  stated  that  something  like, 
say,  $5  billion,  spaced  over  a  period  from  three  to 
five  years,  together  with  all  other  resources  avail¬ 
able  through  trade  and  already  existing  or  pro¬ 
jected  international  agencies  (UNRRA,  Interna¬ 
tional  Bank,  etc.)  would  almost  certainly  cover  the 
basic  import  needs  of  liberated  western  Europe, 
avoiding  the  piecemeal  scramble  for  American  help 
which  is  likely  to  follow  in  the  transition  period. 
The  greatest  pains  should  be  taken  to  ascertain 
that  the  help  extended  by  the  United  States  is  used 
for  constructive  industrial  and  economic  activities, 
and  not  dissipated  through  profit  and  price  infla- 
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tion,  or  hoarded  to  build  central  bank  reserves.  In 
any  case,  the  dollar  needs  and  requirements  o£  the 
liberated  countries  of  Europe  which  are  willing 
and  able  to  participate  in  a  free  and  expanding 
system  of  world  trade  ought  to  be  estimated  and 
met  for  the  area  as  a  whole,  and  not  for  each 
nation  separately. 

The  mechanics  of  an  economic  peace  and  secur¬ 
ity  program  of  this  character  could  be  worked  out 
along  the  following  lines.  The  program  could  be 
set,  by  statute,  to  cover  a  period  from  three  to  five 
years,  and  appropriations  for  it  could  be  regularly 
voted  by  Congress.  The  program  could  be  admin¬ 
istered  by  one  of  the  existing  regular  or  wartime 
agencies,  or  by  an  interdepartmental  group,  which 
would  function  as  a  clearinghouse  for  all  matters 
of  supply,  procurement  and  allocation  to  the  coun¬ 
tries  within  the  area  covered.  To  some  extent,  the 
group  could  operate  along  the  lines  of  the  exist¬ 
ing  Combined  Boards  and  of  the  now  dissolved 
Middle  Eastern  Supply  Council,  and  work  closely 
with  representatives  of  all  other  countries  (Canada, 
Britain,  etc.)  participating  with  resources  of  their 
own  in  European  rehabilitation,  as  well  as  with 
the  countries  which  would  be  beneficiaries  under 
the  program.  But  it  would  be  essential  to  give  this 
agency  full  responsibility  and  overriding  executive 
powers.  Congress  could  be  intimately  associated 
with  the  administration  of  the  program,  through 
an  advisory  group  or  in  some  other  manner.'’®^ 

The  program  could  embrace  the  following  items: 

1.  Straight  grants-in-aid  to  given  countries,  to 
cover  approved  procurement  and  other  dollar  needs 
for  which  they  lack  the  resources."** 

2.  Long-term  loans  at  nominal  rates  of  interest, 
repayment  of  which  could  be  linked  to  an  index 
of  the  dollar  supply  available  in  the  future  to  the 
borrowing  countries.  This  could  be  done  chiefly 
through  the  Export-Import  Bank."*'® 

40a.  The  need  for  a  comprehensive  American  program  in  aid 
of  Europe  was  stressed  in  a  notable  editorial  of  the  \V ashington 
Post  (June  6,  1945).  After  having  pointed  out  that  neither  the 
Army,  the  Foreign  Economic  Administration,  nor  UNRRA  have 
the  power  to  tackle  the  rehabilitation  job,  the  editorial  con¬ 
cluded  that  “the  greatest  immediate  task  of  our  times  has 
neither  financial  resources  nor  lodgment  in  any  authority.”  It 
went  on  to  suggest  that  “a  special  agency  should  be  create<l, 
headed  by  a  man  of  national  standing,  and  that  Gmgress 
should  be  asked  immediately  to  provide  the  funds.” 

41.  Dean  John  M.  Williams  of  Harvard  University  recom¬ 
mended  some  time  ago  the  grant-in-aid  approach  as  a  solution 
to  the  problems  of  the  transition  periml,  although  only  with 
reference  to  the  bkx'ked-sterling  balances  and  as  an  alternative 
to  the  Keynes-White  plans.  Sec  J.  H.  Williams,  Postwar  Mon¬ 
tary  Plans  and  Other  Essays  (Mew  York,  Knopf,  1944).  The 
possibility  that  Congress  can  be  approachctl  in  the  near  future 
with  a  request  for  appropriations  in  aid  of  the  distressed  econ¬ 
omy  of  Europe  was  mentioned  by  Arthur  Krtxk,  on  the  occa¬ 
sion  of  Mr.  H(K)vcr’s  May  28  visit  to  President  Truman.  New 
Yor^  Times,  May  30,  1945. 


3.  American  participation  in  joint  rehabilitation 
anti  development  corporations,  in  which  public  and 
private  funds  and  enterprise,  at  both  the  Ameri¬ 
can  and  European  ends,  could  be  intimately  asso 
dated.  A  precedent  is  offered  by  the  joint  U.S.- 
Latin  American  Development  Corporations  estab¬ 
lished  after  1940'*“  with  the  help  of  the  Export- 
Import  Bank  and  other  agencies.  Development  cor¬ 
porations  along  these  lines  are  new  tools  which 
open  up  possibilities  of  fruitful  economic  coopera¬ 
tion  between  countries  of  different  power  and  re¬ 
sources,  as  well  as  between  public  and  private 
means  and  initiatives. 

Such  a  program,  if  properly  managed,  would 
help  considerably  in  maintaining  and  expand¬ 
ing  United  States  post-war  exports,"*^  but  it 
should  be  judged  on  its  own  merits  as  an  instru¬ 
ment  for  peace  and  security.  It  would  inevitably 
arouse  lively  opposition  in  some  sections  of  Con¬ 
gress  and  public  opinion.  But  die-hard  isolation¬ 
ism  appears  to  be  on  the  wane,  and  closer  coopera¬ 
tion  in  international  affairs  between  the  executive 
and  legislative  branches  of  government  has-  been 
steadily  developing.  It  is  not  beyond  the  bounds 
of  possibility  that  the  necessary  support  for  the 
program  would  be  forthcoming  within  and  out¬ 
side  Congress. 

THE  ORGANIZATION  OF  EUROPE 

Just  as  it  is  highly  desirable  to  attack  the  prob¬ 
lems  of  the  liberated  countries  at  the  American 
end  as  a  single  whole,  it  is  also  essential  that  every¬ 
thing  possible  be  done  to  bring  about  a  degree  of 
correlation  in  the  dome.stic  economic  policies  of 
the  various  European  countries. 

It  has  already  been  pointed  out  that,  as  far  as 
Europe  is  concerned,  the  objective  cannot  be  a 
return  to  the  normalcy  which  disappeared  for 

41a.  The  letter  to  the  President  from  the  Director  of  the 
Budget  of  June  4  suggests  that  the  lending  authority  of  the 
Export-Import  Bank,  after  it  has  been  expanded  by  Congress  in 
accordance  with  the  bill  now  under  consideration,  be  used  to 
finance  portions  of  the  Icnd-lease  agreements  with  France,  Bel¬ 
gium  and  the  Netherlands.  It  is  certainly  most  desirable  to 
bring  the  Export-Import  Bank  into  the  picture  of  rehabilitation 
finance.  But  the  functions  of  the  Bank  ought  to  be  broadened, 
and  go  much  beyond  the  financing  of  existing  lend-Icase  com¬ 
mitments.  Use  of  the  Export-Import  Bank  for  rehabilitation 
and  development  of  countries  devastated  by  the  war  has  also 
been  recommended  in  the  valuable  .Sixth  Rc|K)rt  of  the  Cx)lmer 
Committee  of  May  8,  1945  (79th  Congress,  House  Report  No. 
■541,  Special  Committee  on  Post-War  Economic  Policy  and 
Planning,  The  Post-War  Foreign  Economic  Policy  of  the  United 
States,  p.  26). 

42.  See  J.  C.  de  Wilde,  “Wartime  Economic  Cooperation  in 
the  Americas,”  Foreign  Policy  Reports,  February  15,  1942. 

43.  This  does  not  mean,  however,  that  it  should  become  asso¬ 
ciated  with  the  aggressive  ex|X)rt  policies  which  find  favor  in 
some  business  tpiartcrs  and  which  would  not  only  ruin  our  best 
customers  (for  example,  Britain)  but  would  ultimately  boom¬ 
erang  against  the  Unitc-d  States. 
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good  and  all  in  1914.  Unquestionably,  there  is  con¬ 
siderable  continuity  in  economic  life  and,  as  a  first 
approximation,  a  restoration  of  something  ap¬ 
proaching  the  situation  of  1927-28  might  do  ejuite 
well.  It  must  not  be  forgotten,  however,  that  Eu¬ 
rope  is  hound  to  face  fundamental  problems  of 
readjustment  which  cannot  be  deferred.  Agricul¬ 
ture  was  in  a  state  of  crisis  before  the  war,  and 
there  was  need  for  a  transition  from  high-cost  sub¬ 
sidized  cereal  crops  to  other  more  economic  crops, 
as  well  as  considerable  reduction  in  the  agri¬ 
cultural  population  of  the  continent.  Europe  must 
industrialize  to  a  far  greater  degree  than  it  has 
in  the  past,  but  this  is  hardly  conceivable  within 
the  framework  of  many  small  national  economies, 
each  bent  on  achieving  diversification  and  a  degree 
of  self-sufficiency,  without  the  benefit  of  a  new 
world-wide  division  of  labor. 

There  are  as  yet  no  signs  that  the  curse  of  eco¬ 
nomic  nationalism  will  be  lifted  from  Europe."*^* 
On  the  contrary,  some  of  the  industrial  liberated 
countries  appear  to  be  planning  more  extensive 
heavy  and  armament  indu.stries.  As  to  the  agricul¬ 
tural  countries  of  the  east  and  southeast,  it  is  quite 
possible  that  they  may  embark  on  industrialization 
plans  involving  severe  compression  over  a  num¬ 
ber  of  years  of  standards  of  consumption  which 
are  already  inordinately  low.  It  would,  of  course, 
bean  entirely  different  thing  if,  with  United  States 
aid,  Europe  could  expand  its  industrial  produc¬ 
tion  within  a  world-wide  and  comparatively  open 
framework,  and  in  an  atmosphere  of  rising  stand¬ 
ards  of  living. 

THE  LIBERATED  COUNTRIES  AND  GERMANY 

The  effects  of  the  destruction  of  a  considerable 
part  of  Germany’s  industry,  and  the  probable  post¬ 
war  curtailment  of  its  economic  potential,  on  the 
economy  of  the  liberated  countries  must  also  he  con¬ 
sidered.  Limitations  of  space  prevent  adec]uate  dis¬ 
cussion  of  this  vital  subject.  There  seems  to  be  gen¬ 
eral  agreement  at  the  present  time  that  Germany’s 
economic  potential  is  to  be  kept  at  a  reduced  level. 
As  Mr.  Baruch  stated  on  May  31,  “we  surely  do 
not  want  to  embark  on  an  extensive  program  of 
rebuilding  German  industry  so  she  can  produce 
to  meet  reparation  claims.’’"*^  It  is  also  expected 
that  the  neighbors  of  Germany  will  attempt  to 
build  around  the  Reich  an  industrial  cordon  sani- 
taire  which,  joined  with  the  vast  resources  of 
Russia,  would  guarantee  them  against  the  military 
resurgence  of  the  Reich.  But  we  must  face  the  fact 

43a.  One  cncouraRing  exception  is  to  be  found  in  the  com¬ 
plete  although  temporary  customs  union  concluded  between 
Bcigium-Luxemburg  and  the  Netherlands. 

44.  New  Yorl{  Times,  June  i,  1945.  See  also,  recent  statements 
by  Mr.  Pauley  and  Marshal  Zhukov.  Ibid.,  June  to,  194s. 


that  the  eclipse  of  Germany  as  the  leading  indus¬ 
trial  producer  in  Europe,  and  as  a  prosperous 
market,  is  hound  to  have  important  repiercussions 
on  the  economy  of  the  other  European  countries.'** 
These  may  be  favorable  in  some  respects,  unfavor¬ 
able  in  others.  The  Baruch  report,  helpful  as  it  is 
with  regard  to  the  problem  of  reparations  and  other 
short-term  issues,  offers  little  guidance  with  re¬ 
spect  to  long-term  policies.  The  objective  of  the 
United  Nations  cannot  be  to  eliminate  “sweated” 
German  competition'*'^  and  reduce  permanently  the 
volume  of  German  foreign  trade.  No  plan  of  Eu¬ 
ropean  rehabilitation  has  a  chance  of  success  unless 
it  contemplates  the  ultimate  use  and  incorporation 
of  the  German  economy  within  a  wider  continental 
and  world  framework.^^  This  would  involve  not 
merely  the  reduction  but  the  transformation  of  the 
German  economy,  in  line  with  the  transformation 
and  intensive  development  of  the  economy  of  other 
European  nations. 

WESTERN  AND  EASTERN  EUROPE 

This  Report  has  necessarily  been  concerned  chiefly 
with  western  European  developments,  but  it  would 
obviously  be  impossible  to  discuss  western  and  Medi¬ 
terranean  Europe  in  isolationfrom  the  restof  the  con¬ 
tinent.  It  looks  at  pre.sent  as  if  Europe  may  remain 
divided  for  a  considerable  period  into  two  zones,  or 
spheres — a  Russian-dominated  eastern  sphere,  and 
a  western  area  gravitating  economically  and  politi¬ 
cally  toward  the  United  States  and  other  overseas 
countries.  Germany  itself  may  remain  indefinitely 
split  into  two,  if  not  more,  zones,  controlled  re¬ 
spectively  by  the  U.S.S.R.  and  the  western  Allies. 
That  the  present  situation  is  pregnant  with  omi¬ 
nous  threats  no  responsible  observer  would  deny. 
The  question  is  whether  there  is  room  for  a  fruit¬ 
ful  working  compromise.  Considerations  of  power 
politics  are  of  course  interlocked  with  ideological 
factors.  There  are  many  problems:  security  for 
Russia  and  the  Western  world,  political  democracy 
for  the  countries  now  under  Russian  control,  and 
economic  and  political  democracy  for  western 
Europe.  Yet  once  confidence  between  Eastern  and 
Western  peoples  has  been  established,  there  is  no 
reason  why  their  basic  interests  should  clash. 

4";.  It  should  not  be  forgotten  th.it  Germany,  in  1935,  ac¬ 
counted  for  one-fifth  of  the  total  imports  and  one-fourth  of 
the  total  cxjiorts  of  the  other  European  countries. 

46.  The  reference  to  “sweated”  hibor,  besides  involving  an 
economic  fallacy,  is  unrealistic,  for  while  German  labor  costs 
arc  low  from  American  standards,  they  arc  not  low  in  terms  of 
continental,  and  particularly  southeastern  European,  levels.  For 
a  detailed  criticism  of  the  Baruch  report,  sec  letter  of  Prof. 
Howard  .S.  Ellis,  New  Yorl^  Times,  June  9,  1945. 

47.  Sec,  among  others,  Antonin  Basch,  A  Price  for  Peace 
(New  York,  Gf)lumbia  University  Press,  1945),  Chap.  10;  and 
Alexander  Gerschenkron,  Bread  and  Democracy  in  Germany 
(University  of  California  Press,  1944). 
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In  terms  of  economic  trends,  it  can  be  taken  for 
granted  that  the  economy  of  the  eastern  and  south¬ 
eastern  European  countries  will  gravitate  more  and 
more  toward  Russia,  and  that  of  western  Europe 
toward  Britain  and  the  United  States.  This  should 
not  result,  however,  in  the  formation  of  two  blocs, 
ultimately  antagonistic  to  each  other.  There  is 
sense,  and  some  logic,  in  the  process  of  economic 
organization  which  is  now  going  on  in  eastern 
Europe.  By  the  same  token,  it  is  natural  and  very 
desirable  that  closer  ties  should  be  established  be¬ 
tween  the  highly  industrialized  countries  of  west¬ 
ern  and  central  Europe  and  their  great  overseas 
markets  and  sources  of  procurement.  But  if  the 
economy  of  eastern  Europe  is  to  be  industrialized 
without  sacrifices  comparable  to  those  made  by  the 
Russian  population  under  the  various  five-year 
plans,  the  active  help  and  assistance  of  American 
and  other  outside  resources  is  necessary.  At  the 
same  time,  there  is  no  reason  why  trade  and  other 
relations  between  western  Europe  and  the  U.S.S.R. 
should  not  be  intensified.  Finally,  the  people  of 
western,,  central  and  eastern  Europe  should  be 


Inflation  in  Europe' 

By  Bruno  Foa  and  O.  K.  D.  Ringwood 

INFLATION  AND  “STABILIZATION”  IN  GREECE 

During  World  War  II  Greece  has  undergone  a 
disastrous  inflation  comparable  to  that  experienced 
by  Austria,  Poland  and  Germany  after  World 
War  I.  It  will  suffice  to  mention  that  the  volume  of 
note  circulation  leaped  from  9.5  billion  drachmas 
at  the  end  of  1939  to  120,000  billion  in  midsummer 
1944.  Immediately  after  liberation,  on  the  advice 
of  a  delegation  of  the  British  Treasury  headed 
by  Sir  David  Waley,  a  stabilization  program  was 
put  into  effect,  and  on  November  ii,  1944  the 
old  currency  was  withdrawn  and  exchanged  against 
a  new  issue.  Stabilization  prices  for  the  pound 
sterling  and  the  gold  sovereign,  expressed  in  old 
drachmas,  amounted  to  30,000  billion  and  120,000 
billion,  respectively,  the  pound  rate  being  50  bil¬ 
lion  times  higher  than  that  of  1940.  Commodity 
prices  at  that  time,  expressed  in  old  drachmas, 
were  in  many  cases  250  billion  times  higher  than 
pre-war  prices.  The  Greek  government’s  program 
of  anti-inflationary  measures,  including  the  grad¬ 
ual  stoppage  of  deficit  spending  and  wage  stabil¬ 
ization,  was  shattered  by  the  outbreak  of  civil 

I.  This  article  does  not  pretend  to  ofTcr  more  than  a  cursory 
and  fragmentary  view,  based  on  available  information,  of  the 
present  monetary  situation  in  a  number  of  liberated  countries. 


permitted  and  indeed  encouraged  to  restore  and  I 
develop  closer  trade,  financial  and  other  economic  | 
relations  among  themselves.  Europe  is  not  eco-  I 
nomically  a  unit,  being  largely  dependent  on  over-  » 
seas  trade,  but  it  should  not  revert  to  the  atomized 
state  in  which  it  was  in  1939,  nor  become  split  into 
two  separate  blcKs. -The  ultimate  objective  should 
be  the  welding,  with  the  help  and  cooperation  of 
lx)th  the  western  Allies  and  Russia,  of  all  eastern 
and  western  European  countries  into  a  progres¬ 
sive  economic  community  in  which  the  people  of 
Europe  are  restored  to  the  dignity  of  “subjects,” 
rather  than  “objects”  or  chattels  of  international 
relations.  No  matter  how  great  the  difficulties,  this  I 
is  a  feasible  objective.  In  terms  of  Big-Three  poli-  ! 
cies,  it  would  be  a  “spelling  out”  of  the  Yalta  pro-  | 
gram  involving,  together  with  recognition  of  the 
security  interests  of  Russia  in  eastern  Europe,  and 
of  this  country  and  Britain  in  western  Europe  and 
the  Mediterranean,  clear  limitations  of  these  inter¬ 
ests,  respect  for  the  rights  of  the  European  coun¬ 
tries,  and  establishment  of  a  cooperative  good-  I 
neighbor  system  with  the  active  participation  of  all.  | 


strife  in  December  1944.  Depreciation  of  the 
drachma,  however,  has  been  slowed  consider¬ 
ably;  for  example,  the  gold  sovereign  was  quoted 
at  7,300  drachmas  on  April  7,  1945,  as  com¬ 
pared  to  2,400  on  November  ii,  1944.  The  dollar 
was  priced  at  295  drachmas,  or  about  200  per  cent 
of  stabilization  parity,  and  the  jx)und  sterling  at 
973  drachmas,  or  about  165  per  cent  of  parity.  The 
Greek  people  have  a  marked  preference  for  the 
gold  sovereign,  which  is  still  used  as  the  main  “in¬ 
vestment”  for  savings,  and  in  recent  months  both 
the  price  situation  and  black-market  rates  for  for¬ 
eign  currencies  have  continued  to  deteriorate.  No 
real  stabilization  can  take  place,  however,  until 
the  food  and  supply  situation  has  been  considerably 
eased 

INFLATION  IN  ITALY 

Italy,  under  the  Fascist  regime,  experienced  a 
considerable  degree  of  “pent  up”  inflation  begin¬ 
ning  with  1935-36.^*  The  situation  deteriorated  after 
1940,  and  began  to  get  out  of  control  in  the  latter 

2.  Tills  section  is  based  on  information  furnished  by  Mr.  ]. 
Herbert  Furth. 

2a.  See  Bruno  Foa  and  P.  G.  Treves,  “Italian  Finance  and 
Investment,”  Economica  (London),  July  1939. 
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J  part  of  1942.  When  Mussolini  was  forced  out  of 
I  office  in  July  1943,  tlie  volume  of  note  circulation 
i  had  reached  100  billion  lire,  a  four-fold  increase 
!  over  the  pre-war  level. 

From  July  1943,  when  the  Allies  landed  in  Sicily, 
to  the  final  liberation  of  Italy  in  April  1945,  the 
country  was  split  into  an  expanding  Allied  zone 
and  a  shrinking  German-occupied  zone.  Inflation¬ 
ary  developments  multiplied  in  both  zones,  but 
their  inijmct  was  more  violent  in  the  liberated  ter¬ 
ritory — which  was  poorer,  and  where  the  supply 
and  transportation  situation  was  of  necessity  worse 
—than  in  the  German  zone,  which  included  up  to 
the  last  moment  the  industrial  and  densely  popu¬ 
lated  areas  of  the  north.  According  to  a  statement 
of  the  Italian  Minister  of  the  Treasury  on  the  eve 
of  the  liberation  of  northern  Italy,  circulation  in 
free  Italy  consisted  of  176  billion  lire  in  Bank  of 
Italy  notes  and  52  billion  lire  in  Allied  military 
notes,  while  that  in  the  German-occupied  prov¬ 
inces  was  estimated  at  100  billion.  Price  inflation 
I  developed  by  leaps  and  bounds  in  both  zones,  but 
was  particularly  acute  in  the  liberated  area. 

There  has  been  much  discussion  of  the  efTect  on 
Italian  prices  and  inflation  of  the  exchange  rate 
fixed  by  the  Allies  in  1943  of  100  lire  to  the  dollar 
and  400  to  the  pound  sterling,  as  compared  with 
pre-war  rates  of  25  and  .93,  respectively.  In  the 
opinion  of  many  observers,  this  rate  had  a  serious 
psychological  efTect,  which  was  reflected  in  the  ex¬ 
tremely  rapitl  pace  of  price  inflation  which  fol¬ 
lowed.  (A’rtainly  it  was  not  the  exchange  rate  best 
calculated  to  minimize  the  dangers  of  acute  infla¬ 
tion.  The  experience  of  France,  however — where 
prices  skyrocketed  following  liberation  despite  a 
favorable  and  indeed  generous  exchange  rate  — 
seems  to  indicate  that  while  the  adverse  rate  of  ex¬ 
change  cjuickened  the  tempo  of  inflation  in  Italy, 
disruption  of  the  price  system  resulted  chiefly  from 
difficulties  in  the  food,  transportation  and  distribu- 
j  tion  situation.  These  were,  of  course,  considerably 
j  increased  by  requisitions  and  the  heavy  expendi¬ 
ture  of  Allied  troops. 

Tha  first  results  of  the  liberation  of  northern 
Italy  have  been  a  fall  in  prices^  in  other  regions, 
and  also  in  black-market  rates  for  dollar  and  pound 
sterling  notes.  Thus,  the  picture  Icxiks  a  little 
brighter  for  the  future  and,  as  f(X)d  and  supply 
conditions  improve,  it  is  expected  that  the  price 
situation  will  become  easier.  That  people  have  not 
completely  lost  their  confidence  in  the  currency  is 
evidenced  by  the  fact  that  bank  dejxisits  continue 
to  exceed  withdrawals.  The  Italian  government  on 
April  3,  1945  offered  its  first  medium-term  loan  to 
L  These  arc,  of  course,  prices  in  uncontrolled  markets. 


the  public  in  the  form  of  5-year  Treasury  notes, 
and  subscriptions  totaled  30  billion  lire.  Sooner  or 
later — with  the  elimination  of  Allied  military  notes, 
and  an  exchange  of  outstanding  currency  against 
a  new  issue,  probably  involving  a  multiple  of  the 
old  lira  for  each  new  lira — the  technical  monetary 
situation  ought  to  be  normalized.  There  would  be 
little  point  in  tinkering  now,  or  for  quite  a  while, 
with  exchange  rates. 

INFLATION  IN  FRANCE 

In  France  inflation  began  in  the  summer  of  1940, 
largely  as  a  result  of  the  payment  of  occupation 
costs  and  other  contributions  to  Germany,  which 
placed  a  vast  amount  of  spending  power  in  the 
hands  of  the  German  occupation  authorities  and 
troops.  True,  a  considerable  part  of  the  currency 
spent  by  the  Germans  was  “mopped  up”  through 
the  sale  of  securities  and  treasury  bills.'*  The  infla¬ 
tion  problem  was  also  somewhat  eased  by  large- 
scale  hoarding  of  notes — a  wholly  irrational  but 
deep-rooted  tradition  of  the  French  peasantry.  Yet 
there  remained  a  vast  and  growing  “inflationary 
gap,”  which  compelled  the  Bank  of  France  to  in¬ 
crease  its  note  issue  from  142  billion  francs  in  June 
1940  to  632  billion  in  August  1944.  In  this  same 
period  the  Bank’s  advances  to  the  French  govern¬ 
ment  increased  by  almost  900  billion  francs,  while 
the  national  debt  rose  from  450  to  1,650  billion 
francs. 

The  price  situation  deteriorated  considerably  af¬ 
ter  liberation.  Signs  of  distrust  in  the  currency  were 
reflected  in  high  black-market  rates  for  dollar  and 
pound  sterling  notes,  and  the  situation  obviously 
required  action  of  some  sort  on  the  part  of  the 
Provisional  Government.  Drastic  plans  for  mon¬ 
etary  deflation  had  been  envisaged  by  the  National 
Committee  in  Algiers,  based  qn  freezing  part  of 
ihe  outstanding  currency  and  bank  deposits,  con¬ 
fiscating  profits  of  collaborationists,  and  ruthless 
taxation.  .After  considerable  hesitation  and  contro¬ 
versy,  however,  the  Provisional  Government  adopt¬ 
ed  a  milder  course.’  A  “Liberation  Loan”  was 
launched  early  in  November  1944.  This  raised  some 
160  billion  francs,  and  part  of  its  proceeds  were 
used  to  reduce  note  circulation  to  570  billion.  Ex¬ 
change  of  the  outstanding  currency  for  a  new  issue 
began  on  June  4,  1945,  and  this  may  help  to  locate 
or  neutralize  hoards  of  currency  held  by  profiteers 

.4.  Rccausc  of  the  plethora  of  liquid  funds,  it  was  also  found 
possible  to  reduce  considerably  interest  rates  on  government 
securities.  The  Rank  of  France  rate  was  reduced  to  1.75  per  cent 
in  1042,  an  all-time  low.  On  January  19,  1945  it  was  further 
reduced. 

S.  The  deflation  school  was  represented  chiefly  by  Minister 
Pierre  Mendes-France,  who  eventually  resigned  from  the  gov¬ 
ernment,  and  the  “moderate”  school  by  M.  Reni  Pleven. 
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or  taken  out  of  the  country  by  the  Germans.  Al¬ 
though  public  expenditure  is  exceptionally  heavy, ^ 
there  is  no  reason  why  the  financial  situation  should 
get  out  of  hand  in  the  near  future.  On  the  other 
hand,  the  price  situation  is  still  extremely  unsettled,' 
and  cannot  be  expected  to  improve  unless  the  dis¬ 
tribution  of  food  and  coal  again  approaches  nor¬ 
malcy.  Actually,  the  real  threat  to  the  ultimate 
value  of  the  franc  stems  from  the  price  rather  than 
the  financial  situation.  For  while  it  is  to  be  expected 
that  some  of  the  extravagant  black-market  prices 
now  current  will  be  squeezed  down  in  due  course, 
it  would  be  unrealistic  to  hope  for  a  general  and 
effective  “rollback”  of  prices.  The  tragic  thing 
about  price  inflation  is  that  it  is  to  a  large  extent 
irreversible. 

THE  BELGIAN  DEFLATION  EXPERIMENT 

An  interesting  and  moderately  successful  experi¬ 
ment  with  deflation  has  occurred  in  Belgium. 
When  the  country  was  liberated,  the  monetary 
picture  was  considerably  inflated  because  of  de¬ 
velopments  closely  comparable  to  those  of  France. 
Note  circulation  had  increased  from  26.5  billion 
francs  in  August  1939  to  over  100  billion.  Early 
in  October  1944  Finance  Minister  Camille  Gutt 
carried  out  a  drastic  plan  involving  the  freezing 
of  bank  accounts,  and  the  exchange  and  partial 
freezing  of  the  currency  in  circulation.  Later,  bank 
deposits  and  currency  holdings  were  gradually  un¬ 
frozen,  within  limits. 

The  impact  of  the  plan  was  at  first  unfavorable, 
and  led  to  intensified  hoarding  of  foodstuffs  by  the 
peasantry.  Difficulties  were  increased  by  the  fact 
that  Belgium  continued  to  be  a  major  Allied  mili¬ 
tary  and  supply  base  until  the  end  of  the  war.  The 
Belgians  gradually  adjusted  themselves  to  the  new 
situation,  however;  and  while  prices  continued  to 
remain  high  because  of  difficulties  in  the  food 
and  coal  situation  and  the  general  dislocation  of  the 
area,  the  danger  of  runaway  inflation  was  averted. 
The  government  has  since  been  able  to  finance  its 
needs  without  recourse  to  further  inflation,  and  the 
financial  situation  appears  fairly  well  under  control. 

THE  NORTHERN  COUNTRIES 

Only  fragmentary  information  is  available  on 
the  monetary  and  price  situation  in  Holland  and 
Norway.  Both  have  probably  deteriorated  consid- 

6.  The  current  deficit  is  estimated  at  i8  billion  francs  per 
month. 


erably  with  respect  to  pre-war  conditions,  but  the 
situation  is  perhaps  not  too  unfavorable.  Norway 
appears  to  have  made  a  good  start  toward  elimina¬ 
tion  of  the  worst  evils  of  the  black  markets,  and 
there  is  no  question  of  runaway  inflation  in  either 
country. 

EQUILIBRIUM  EXCHANGE  RATES 

It  appears  that  the  northern  European  countries, 
and  the  Low  Countries,  are  determined  to  main¬ 
tain  the  present  parities  of  their  currencies  with  the 
dollar  and  the  pound  sterling.  The  policy  followed 
thus  far  by  France  seems  to  imply  some  acceptance 
of  the  inevitability  of  additional  devaluation.  And 
a  degree  of  further  devaluation  for  Italy  and  Greece 
also  appears  almost  inescapable. 

Many  factors,  some  of  which  are  still  unpre¬ 
dictable,  will  affect  the  ultimate  determination  of 
ec]uilibrium  exchange  rates  for  Europe,’  chiefly: 
(i)  the  future  course  of  dollar  and  sterling 
prices;  (2)  the  balance  of  payments  situation  of 
each  country;  and  (3)  the  domestic  price  situation 
of  each  country.  The  liberated  countries  can  do 
nothing  about  the  future  course  of  dollar  and  ster¬ 
ling  prices.  The  balance  of  payments  situation  will 
be  determined  by  outside  and  domestic  factors 
jointly — although,  except  for  some  of  the  northern 
countries,  chiefly  by  United  States  [xdicies.  The 
third  factor  involves  the  whole  relationship  be¬ 
tween  prices  and  wages,  as  well  as  vital  considera¬ 
tions  of  domestic  monetary  policy  and  public 
finance. 

Since  it  is  impossible  to  go  into  these  highly 
technical  matters  here,  it  must  suffice  to  say  that 
restoration  of  equilibrium  in  the  foreign  exchange 
field  requires  the  various  European  countries  to 
steer  a  course  clear  of  the  Scylla  of  inflation  and 
the  Charybdis  of  deflation.  Profit  and  price  in¬ 
flation  will  be  the  great  peril  in  the  period  im¬ 
mediately  ahead;  at  a  later  stage,  deflation  will  be 
the  pitfall.  And  just  as  it  would  be  suicidal  to  ap¬ 
proach  present-day  European  monetary  problems 
in  the  terms  of  an  indiscriminate  deficit-spending 
philosophy,  it  would  be  no  less  deplorable  or  inept 
if,  ultimately,  the  narrow  orthodox  view  of  the 
deflation  school  prevailed,  and  the  liberated  coun¬ 
tries  attempted  to  maintain  obsolete  levels  of  ex¬ 
change  rates  through  impossible  compression  of 
prices,  production  and  the  entire  domestic  economy. 

7.  See  Frank  M.  TamaRna,  “The  Fixing  of  Foreign  Exchange 
Rates,”  Journal  of  Political  Economy,  March  1945. 
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